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FOREWORD

One of the commonest cliches of our
time is that while capitalism may be
able to provide economic progress,
only the rigidly "planned" society can
provide stability. The following
article is a critical examination of this
thesis in the light of recent experience
in Britain, where the Labor Government, besides socializing some industries, has openly espoused the idea
that state direction of many phases of
production and distribution is superior to reliance on the free competitive price system. Mr. Jewkes, who
is a professor of Economics at Manchester University, has drawn heavily
on the British record. But his conclusions are a flat challenge to planners
everywhere - including many a selfstyled American liberal.
This article, which first appeared in
the September, 1947 issue of Fortune,
bas been condensed.
Copyright Time Inc.. 1947

CRISIS ACCORDING
TO PLAN

*
The advocates of government planning
promise security . In Britain they have
thus far delivered endless confusion.

*
HAT DOES the planner mean by
economic stability? What is it
that is to be stabilized: income, prices,
profits, money wages, real wages, employment, output, distribution of income,
technical methods of production, or all or
some combination of these? And what is
implied by stability: a complete absence
of change, a constant rate of change upward, or simply the absence of any change
that the community itself has not arranged
and ordered? One 'striking paradox is evident at the outset. .When the planner demands a stable economy he is not asking
for a stationary society. He wants wealth
to increase, industries to be progressive,
population and the labor force to grow.
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He wants rapid change and progress, as
well as stability. He wants his bread buttered on both sides. Unfortunately for
him, and for the rest of the world, the
methods he proposes to employ must prevent him from having butter even on
one side.
For the fact is that a centrally directed
economy inevitably proves highly unstable. First, for political reasons. The
British Conservatives would almost certainly be compelled, if they ultimately
came back to power, to restore free economy in those sectors that the Labor party
has in mind for nationalization, if given
a second term of office. Long-term industrial projects cannot flourish in such an
environment of political uncertainty any
more than can sober living among persons
who expect every day to be their last.
Even where one planning government
is succeeded by another, sudden switches
of policy are to be expected. For, where
rival parties all subscribe to the idea of a
directed economy, they will compete for
the claims of the electorate by offering
plans with different sets of figures, emlxxiying the different views of the would-be
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supreme planners as to the correct distribution of national production between consumption and investment, home consumption and export, essential and unessential
industries.
THE CARROT AND THE DONKEY

A

CENTRALLY directed economy is
thus subject to the full impact of
political instabilities. But these are no
more dangerous than its inherent tendency
to create confusions for itself and to pass
from one production crisis to another.
So long as the supreme planners are pressing for maximum industrial production,
they are bound to raise all the integrated
programs of the different industries to a
level that will keep the system as a whole
at full stretch. The carrot must be dangled
so nicely in front. of the nose of the donkey
that he will never lose hope of reward but
will never be allowed to attain it without
putting forth his maximum effort.
In a system in which there are many
thousands of programs, this inevitably
means that some of the programs will not
be achieved. Since they are, in any case,
guesses that are just as likely to be wrong
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as right, and since, in addition, they are
infused with a strong element of wishful
thinking, only ·by a miracle could they all
be just achieved and no more than achieved.
As soon as one program is not reached, however, all other programs are thrown out
of balance, and waste and unemployment
result. If the steel output is not achieved,
then some machine tools that should have
been produced cannot be made for lack
of raw materials. Some labor in the machine-tool industry will then be unemployed. If the machine-tool program is
not achieved, then some industries will be
short of machine tools and their production
will fall short of the target. If the program
for railway-car wheels is not reached, then
there will be a shortage of cars, with pervasive effect throughout industry.
There are only two possible ways out of
this dilemma. The first would be to
change the whole of the detailed industrial
programs the moment one of them ~s not
achieved. That, however, is never practicable. For preparation of the master plan
is a mighty work taking much time and
labor in a bureaucracy which, in .the nature
of things, must · move slowly. The plan
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itself is the enemy of readjustment. The
second would be to keep very large stocks
so that mistakes could be rectified .before
crucial shortages occurred. These .stocks,
however, would have to be stocks of every~
thing - since no one can forecast where
the planning mistakes will be made. But
the crucial objection to stocking is that the
most important factor of production, labor,
cannot be stocked.
BOLTS FROM THE BLUE

T IS characteristic of all planned econo~
mies that policy changes come as bolts
from the blue. A production chief whr,
fears he is likely to fall short of the target
set him will tend, for a time, to hope for
the best. He will not wish to confess fail~
ure, with all its possible penalties, until he
is quite sure of it. He may hope that some~
thing will occur at some other point in the
planned economy, as, for instance, a failure
of raw~material supplies, which may pro~
vide him with a good alibi to cover his own
deficiencies. If, finally, the defect is too
grave to be hushed up, then there is a pro~
duction "crisis." Charges of sabotage may
be leveled against the production chiefs
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involved. They will probably be dismissed, new blood will be brought in and
given a free hand to fill the gaps in production. Yet so long as the vast economic
blunders of a centrally directed economy _
are not accepted for what they in fact arethe logical results of the planning process
- then the remedies applied are likely to
magnify the original errors.
The upsets caused throughout the industrial network when planners procrastinate in taking politically unpopular action
are well brought out by the history of
bread rationing in 1946. Early in the
year it was, or should have been, patent
to the government that a shortage of wheat
was impending. It was not, however, until
April that efforts were made to save wheat.
Late in the month the size of the loaf was
reduced. This was technically disturbing
to the baking industry and, since it was
not accompanied by any restriction on the
number of loaves consumed, was obviously
inadequate to meet the situation. A few
days later the government tried another
idea. It raised the "extraction rate" of
flour from 85 to 90 per cent, thus getting
more flour from the same amount of grain.
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But this in turn reduced the amount of
wheat offal available for agricultural feed.
Farmers increased their slaughter of pigs
and poultry. The Minister of Food re~
signed. In July an elaborate system of
bread rationing was introduced in the teeth
of much public opposition. In the middle
of September, despite one of the worst
harvests in the history of British agricul~
ture, the Hour-extraction rate was reduced
again to 85 per cent.
THE GREAT FUEL CRISIS

I

T IS, however, to fuel and power that
we must turn for what will surely prove
to be the classic example of a planning
crisis. On February 7, 1947, late on a
Friday afternoon, when many Members
of Parliament had gone off to their constituencies, and it was far too late for the news
to be spread quickly enough to enable
factory managers to .inform their workers,
Mr. Shinwell, the Minister of Fuel and
Power, at the end of a truculent speech,
announced almost as an aside to a dum~
founded House of Commons that, as from
the following Monday, electricity supplies
to industry were to be cut off completely
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in London and the Southeast, the Midlands, and the Northwest. A government
pledged to planning and economic stability
was compelled to order, at a moment's
notice, the closing down of about twothirds of British industry. At the time
the Minister, clinging to his false optimism
to the last, declared that the stoppage
would "not last for longer than three or
four days or, at the most, for a week," while
"as regards the Lancashire area, it may be
possible to avoid the cut- at any rate
after the first day or so." In fact, the ban
on the use of electricity lasted for nearly
three weeks. No country has ever suffered
from a more sudden or catastrophic economic seizure. Unemployment rose temporarily at its peak to about two and a
half million. The crisis probably lost Great
Britain £2oo million of exports. The overall loss of production can,:1ot be estimated
with any precision. It is sufficient to say that
in one short day Great Britain had fallen to
the ranks of a second-class industrial power.
LOOKING FOR ALIBIS

T OOKING BACK, it seems incredible
L that the whole system could have
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been brought to a stoppage in this way.
In 1946 the quantity of coal available
weekly for internal consumption in Great
Britain was 3,567,ooo tons. In the period
1935-39 it was 3•473,ooo tons. Yet there
was no fuel crisis, no closing down of British
industry in 1935-39. To put it another
way: In September, 1946, Mr. Shinwell
said, "What stands between us and success
this winter? A matter of five million tons
of coal. That is what all the fuss is about."
But if that was the case, why did it prove _
impracticable for .the national economic
plan to adjust itself to such a tiny margin?
Must we assume that under planning, if
the British annual output of coal is 194
million tons then all is well, but that if
the output is 189 million tons then a
catastrophe of the kind suffered by Great
Britain in early 1947 is inevitable? And
must we further assume that the best the ,
planner can do is to close his eyes, wait for
the crash, and plead as did Mr. Shinwell
that "the Government took due warning
of the position and exercised the greatest
care and foresight .... We are not responsible for the weather conditions or
the short fall."
II

THE PERPETUAL GAMBLE

U

NDOUBTEDLY the government
contributed to its own difficulties by
permitting inflation to persist and by using
the price system to stimulate instead of
restrict the consumption of fuel. In the
budget of 1946, the purchase tax was reduced on electric fires and other appliances,
which contributed to a great boom in the
production and purchase of equipment,
most of which could be used at the period
of peak load on the power stations. The
prices of gas and electricity were not increased during 1946, although both had
throughout the war been kept at an unduly low level, because they entered into
the cost-of-living index number. But the
proximate cause of the trouble was that
ministers gambled in the hope of avoiding
measures that were politically unpopular.
Warnings of a probable fuel crisis had
flowed in from every quarter from the
summer of 1946 onward.
On January 6, 1947, the Minister of Fuel
and Power declared: "We must do the best
we can, but somebody must go short."
Somebody did not go short enough be12

cause that would have been unpopular.
The ship, rudderless because of the absence
of the price system, and in charge of a
crew so anxious to curry favor that it was
not prepared either to get the stokers to
raise more steam or to put the passengers
to the tedium of taking to the boats, went
smashing helplessly onto the rocks. The
ministers gambled .on a mild winter, on
an increase in output, on voluntary austerity. Ministers will perhaps always gamble
for popularity and the support of the
people. But, unfortunately, in a planned
economy they have it within their power
to gamble not only with their own political
future but with the economic fortunes and
happiness of the people of the country.
And so, in the middle of I 947, the
British economy, enfeebled by the collapse
earlier in the year, was still struggling with
its coal crisis and still caught up in the
coils of the fundamental lack of logic in
a planned economy. The "Economic Survey for 1947" had laid down a target of
200 million tons of coal for the year.
"Production of 200 million tons iS an indispensable minimum. It will be a hard
target for the miners to reach, but it will
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meet only our minimum requirements."
But no one was asking: what happens if, as
seems more than likely, this target is not
achieved? No planning was being done on
the basis of a lower figure, for the government could not do that without the information leaking out. The very fact that
the government was prepared to conceive
of that situation would of itself be regarded
as defeatism. And if a plan were based on
an output of, say, 180 million tons, that
would inevitably involve steps that might
make it the more likely that the higher
target would not be achieved. So a rigid
attitude has to be taken. Two hundred
million tons or bust. Great Britain cannot
have a plan unless its miners produce 200
million tons of coal.
It is precisely this need for pinning the
whole economy to one figure that turns
the ordering of the activities of the citizens
into a vast speculation in which security
and stability are at an end.
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